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Jevons's formulas represent the ratio of the increment of 
produce to the increment of time in a simple case ; but they 
are equally applicable to the total investment existing at any 
one time, and they would then give the standard rate of in- 
terest. 

T. E. Jbvons. 



THE COST OF PRODUCTION OF CAPITAL. 

In the Kapital und Kapitalzins of Professor B6hm-Bawerk * 
and in Professor Patten's article on "The Fundamental Idea 
of Capital," f the theory of capital and interest has been ad- 
vanced far beyond the stage of easy generalities. It can be 
no longer doubted that capital and interest have to be inter- 
preted by profound economic relations that were not per- 
ceived, much less studied, when Mr. Mill wrote his chapter 
on " Fundamental Propositions." Yet the investigation is by 
no means finished. When it is affirmed or suggested that in- 
terest is altogether accounted for by the difference in value 
between two precisely similar goods, of which one is present 
and the other is future,^ a doubt may arise. Granting that 
" the overwhelming majority of human beings set a higher sub- 
jective value on present than on future goods otherwise identi- 
cal," and that "from such subjective valuations arise, in the 
general market, a higher objective value in exchange and 
higher price for present goods," § have we to attempt no 
further analysis? 

Is not the problem more complex than even Professor Bohm- 
Bawerk has recognized? When we say that interest is due 
to a certain cause, just what do we mean ? Do we affirm that 
the alleged causation explains how, by means of capital, a 
certain sum of wealth, called economic interest, may be pro- 
duced, — wealth that could not be produced by labor without 

* Reviewed by Mr. James Bonar in the Quarterly Journal of Economics, April 

t Quarterly Journal of Economics, January, 1889. 

t"The Positive Theory of Capital," Quarterly Journal of Economies, April, 
1889, p. 342. 

% Kapital und Kapitalzins, ii. 261, and Quarterly Journal of Economics, 
April, 1889, p. 341. 
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capital, a sum from which loan interest can be paid on bor- 
rowed capital, if necessary? When we regard interest from 
this point of view, we think of it as mathematically positive. 
It is a unique stream of wealth, drawn by means of capital 
from the bounty of nature. 

Do we mean that the alleged causation explains why lenders 
think it right to ask and borrowers are willing, if necessary, 
to pay loan interest? From this point of view, interest is 
mathematically negative. The uppermost idea is that of cost. 
The borrower thinks of a cost that he must bear, the lender 
of a sacrifice for which he demands compensation. 

Or, once more, do we mean that the alleged causation ex- 
plains all the foregoing phenomena and, in addition, the fact 
that capital, in spite of its augmentation by economic interest, 
is in such limited supply that lenders are able to convert their 
desire for loan interest into an effective demand ? 

Obviously, we have here different though closely related 
problems. 

Economic interest must be accounted for by a theory of 
productive instruments. When that theory is elaborated, it 
will be seen how important is the distinction recently made by 
Professor Clark between pure and concrete capital.* A pro- 
ductive instrument is capital combined with an invention. 
The earnings of the capital obey one law. The earnings of 
the invention obey a different law. Yet, apart from the other, 
neither capital nor invention would have any earnings, there 
would be no such thing as economic interest. 

It is into the second problem that Professor B6hm-Bawerk 
has put his most satisfactory work. Given the fact of eco- 
nomic interest, — the fact, that is, that capital consumed in 
certain ways is reproduced not in mere equivalence, but with 
increment, — given also the fact that the supply of capital, 
notwithstanding its constant augmentation by economic inter- 
est, is limited, then the payment of loan interest is partially 
explained by Professor B5hm-Baweik's theory of the present 
worth of future goods. 

But the fundamental problem remains : Why does not capi- 

* " Capital and its Earnings," Publications of the American Economic Asso- 
ciation, vol. iii. No. 2. 
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tal, constantly increasing by the addition of economic inter- 
est, become so abundant that loan interest must fall to zero ? 
No demonstration of the predominant strength of the desirea 
for immediate gratification is an adequate solution of this prob- 
lem. It calls for a study of the cost of production of capital. 
Without further preliminary, I will offer a few propositions, 
the full discussion of which must be reserved for another time. 

(1) The fact on which a scientific theory of capital and in- 
terest must be based is that of the increasing irksomeness and 
diminishing productiveness of labor when continued beyond 
a certain point. The relations of causation are as follows : — 

(2) Subsistence for to-morrow can be produced only after 
subsistence for to-day has been obtained. 

(3) Therefore, it costs more than twice as much to produce 
to-day subsistence for two days (or one day's subsistence and 
one day's capital) than to produce to-day subsistence for one 
day only. 

(4) When surplus wealth has been created, it must be 
saved, — be actually devoted to productive functions, — to 
become capital. Saving necessitates a further prolongation 
of decreasingly productive labor, if any immediate gratifica- 
tions in addition to subsistence are to be enjoyed. That is, 
not only must wealth, in addition to immediate subsistence, 
be created, but, this surplus being converted into capital, a 
further fund must be created for immediate enjoyments. 
Individuals may do without immediate enjoyments ; but not 
all individuals may if capital is to increase continuously in 
amount, since without immediate enjoyments there would be 
no use for wealth in excess of subsistence, and no need to 
increase capital beyond the amount necessary to maintain sub- 
sistence. Saving, therefore, considered as cost, resolves into 
the prolongation of increasingly irksome and decreasingly pro- 
ductive labor. 

(5) Consequently, capital has a higher cost of production 
than has produce for immediate consumption, because all 
wealth, in addition to subsistence, is necessarily created by 
labor already weary from the effort of creating produce for 
immediate consumption, and because the conversion of surplus 
wealth into capital by saving involves a further prolongation 
of the diminishingly productive labor. 
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(6) This extra cost, distributed over the consumption of 
capital, may be regarded as the cost of production of eco- 
nomic interest. If the accumulator of capital employs it 
himself, he gets back the cost of accumulation in economic 
interest. If he lends the capital, he gets back the cost of 
accumulation in loan interest. 

(7) To sum up, economic interest is not a gratuity to the 
owner of capital. It has a cost of production that is borne in 
advance by the person who accumulates the capital. 

If this conclusion is sound, it disposes absolutely of the 
question of the justice of interest on loans- It throws out of 
the court of science what has been, since the days of Aquinas, 
one of the chief averments of communistic and anarchistic 
doctrine. 

A concrete example or two may be helpful. 

A farmer needs new implements; a fence has gone to pieces, 
making one of his best pastures useless; a peat-bed tempts 
him to improve a poor meadow. "Working ten hours a day 
with the old tools, and leaving the pasture vacant and the 
meadow unimproved, he obtains a living, and no more. Work- 
ing an additional and extra-wearisome four hours, he rebuilds 
the fence, covers the meadow with peat, and does teaming for 
money wages, with which he buys new farm implements. He 
becomes a capitalist by means of overtime labor. A mechanic 
perfects an invention that makes him a stockholder, director, 
and superintendent in a great corporation. How? Only by 
toiling at night over his drawings and models after a day 
of bread-earning labor in the shop. The manufacturer, 
running his mill six or seven hours a day, could make a living 
for himself and his employees. To accumulate capital for him- 
self, and pay to the operatives wages that shall contain, in 
addition to present subsistence, an increment of capital or 
savings, he must run the mill eight, ten, or twelve hours. In 
factories and mines and in the operation of railroads, the 
increasing rate of cost involved in each additional hour of 
labor, after the first five or six, is often concealed. Not 
infrequently, it is thrown upon the employees without compen- 
sation. To this extent, there is truth in Karl Marx's indict- 
ment of modern capitalistic production. In those employments 
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in which trades-union influence is strong, the real facts are dis- 
closed in the customary payment of an extra rate per hour for 
overtime work. 

In short, no way has ever been discovered whereby capital 
can be created except by working additional hours of increas- 
ing weariness and diminishing productiveness after immediate 
subsistence has been won. Capital itself, once created, in- 
creases the productiveness of such additional labor ; and there- 
fore the rate of loan interest tends towards a minimum. 

When individuals in accumulating capital do without imme- 
diate enjoyments, saving is an exchange of present goods for 
future goods. Considered as a part of the cost of production 
of capital, saving here becomes that difference between the 
future value and the present worth of future goods on which 
Professor B6hm-Bawerk rests his theory of loan interest. 
Following out the foregoing line of thought, may we go 
beyond the psychological data as assumed by Professor Bohm- 
Bawerk, and resolve it into strictly economic facts ? Why is 
the present worth of future goods less than the value of an 
equal quantity of similar goods ready for immediate consump- 
tion? To a considerable extent, future goods can be made 
present goods by extra labor. The coat that was to be done 
in a fortnight can be made ready in two or three days by pro- 
longed labor at night. If great stocks of cotton prints were 
destroyed by fire, the market would be quickly replenished by 
overtime labor. Why, then, the low present worth of future 
goods? Obviously, because of the abnormal cost of making 
them present goods. To the full extent that a shortening of 
the period of production is possible, future goods have a low 
present worth as compared with present goods solely because 
of the additional cost of doing to-day what would be done 
more easily and naturally to-morrow ; and this additional cost 
is the normal measure of the difference between the future 
value and the present worth of future goods. 

Franklin H. Giddings. 
Bbtn Maws College. 



